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Income, Production and Employment 1975 1976 %Change 1977 
GNP Current Prices 1 9,700 11,800 19 14,000 
Per Capita GNP Current Prices $14,800 $16 ,700 11 $18,500 
Crude Petroleum Production 

(millions of barrels) 620.5 706 .6 10 776.5 
Value of Crude Petroleum Exports 1 6,746 8,238 19 9,780 
Government Revenue 1,2 5,850 7,000 21 8,435 
Abu Dhabi 1,2 5,000 5,900 19 7,000 
Dubai 1 815 1,065 31 1,400 
Sharjah 1 35 35 nil 35 
Labor Force (thousands) 3 380 420 10 460 
Avg. Unemployment Rate (%) 1 1 x 
Money and Prices 
Money Supply (Overall Domestic 
Liquidity) 1,4 3,908 6,786 33 9,000 
Interest Rates (Av. Lending) 10.4% 10.5% 11% 
(Av. Time Deposit) 8.1% 7.1% 75% 
Indices: 
Wholesale Price (1974=100) 128 168 185 
Cost of Living (1974=100) 140 189 220 

Balance of Payments and Trade 

Gold and Foreign Exchange 
Reserves 1,5 4,860 7,340 33 9,750 
External Public Debt 1,6 400 700 N.A. 
Annual Debt Service 1,6 60 90 N.A. 
Balance of Payments 1,7 3,850 4,950 eB 5,509 
Balance of Trade 4,466 5,516 11 6,100 
Exports 6,898 8,542 19 10,200 
Exports to U.S. 684 1,359 40 1,900 
U.S. Share (%) 10% 16% 19% 
Imports (F.O.B.) 2,432 3,026 32 4,100 
Imports from U.S. 372 425 25 530 
U.S. Share (%) 15% 14% 13% 


N.B. All indicators are estimates, except 1975 and 1976 petroleum 
Production, money supply, interest rates and export and import data. 

a In hundreds of millions of dollars 

as Includes payments by oil companies to Ruler of Abu Dhabi and "profits! 
of ADNOC as well as government tax receipts. 

3% Official 1975 population was 656,000. An 8% growth rate is assumed. 


4. Includes private domestic liquidity plus government deposits in 
local and foreign currencies. 

5. Reflects foreign exchange assets of UAEG, Abu Dhabi Government and 
Investment Authority. It does not include other emirates! holdings. 

6. Refers to other emirates. UAE and Abu Dhabi have no external debt. 

7. Current Account (Exports-Imports-Services). 


1976 Imports from US: Machinery, nec ($84million), Transportation 
equipment ($65 million); Special industries machinery ($54 million). 





SUMMARY 


The United Arab Emirates (UAE) economy in 1977 continues to expand 
rapidly. The 1977 Current Account balance of payments surplus 
should be about $5.5 billion and foreign exchange holdings should 
reflect another substantial increase. Oil revenue (up 19% in 1977) 
is fueling the country's extensive infrastructural development 

and now the beginnings of industrial development. Some high level 
concern, however, is being expressed about the pace and purpose 

of expansion and its unintended social consequences. Good 
opportunities exist for the export of U.S. expertise and capital 
goods, although businessmen feel that recent tax legislation 
weakens the U.S. competitive position in the services field. UAE 
investment may well increase in the U.S., unless discouraged by 
exchange rate changes or inflation. 








CURRENT ECONOMIC SITUATION AND TRENDS 


The principal fact of 1977 economic life in the seven emirates, 
which constitute the United Arab Emirates (UAE), is that substantial 
petroleum revenues continue to be spent on imported goods and 
services to fashion rapidly a modern nation in a previously barren 
and backward land. Estimated 1977 imports will surpass $4 billion 
(f.0.b.) an increase of more than 30% over 1976. The desire for 
accelerated economic growth,coupled with ready cash to pay the 
bills, has fueled a boom in the post-1973 years which has only in 
1977 begun to moderate. 


Oil Revenue Continuing to Underpin Growth: 


Oil revenue, which accounts for nearly all government revenue, will 
remain the key to the UAE's economy. The combined income of the 
UAE's three oil producing emirates (plus the earnings of the Abu 
Dhabi National Oil Company and the Ruler of Abu Dhabi) will reach 
almost $8.5 billion in 1977, an increase of 21% over 1976. This 
increment, while less dramatic than the 1973-74 oil price 
revolution, will continue to underpin the UAE's on-going expansion. 


Overall oil production in 1977 is expected to rise to 2.1 million 
barrels/day, an increase of about 10% in volume, and this rate of 
growth should continue in 1978. The UAE's very high quality crudes 
find a big market in the U.S. UAE oil will probably account for 

6% of U.S. total imports and 20% of UAE exports in 1977. As can 

be seen from the economic indicators, the majority of revenue 

from oil accrues to Abu Dhabi with $7 billion estimated income in 
1977, followed at a distance by Dubai with $1.4 billion and Sharjah 
with about $35 million. Since each emirate is responsible for its 
own oil and financial affairs, use of this money will continue to 
be determined by individual emirate Rulers and their governments. 


Over the next twelve months, government spending will remain at 

a high level. Although each Emirate is supposed to contribute an 
equal share of its revenues to the federal budget, Abu Dhabi will 
again bear most of the weight of this year's record $3.4 billion 
federal budget. Since each Emirate also has its own budget and 
emirate-level expenditure should amount to a roughly equivalent 
amount, overall federal and Emirate government expenditures should 
exceed the annual rate of $6.5 billion during the period of this 
report. Because many capital expenditures for previously agreed 
upon projects have lagged (only 60% of Abu Dhabi's 1976 capital 
budget was actually spent), the emphasis in 1977 and probably in 
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1978 will be to complete lagging projects first. This is reflected 
in the 1977 federal budget, which contains less than $100 million 
for new ventures but allocates $500 million more to spur completion 
of slow-moving projects. 


Economic policies in the next 6 to 12 months, will not be radically 
different from the past notwithstanding initial expressions of 
leadership concern about the purpose and social consequences of 
rapid growth. There will be continued emphasis on spending rather 
than saving for investment purposes, although moderation in 
industrial nations' inflation rates has somewhat increased the 
attractiveness of foreign investment. Expenditures for large, 
capital-consuming petrochemical and industrial projects and 
improvements in transportation, health and education infrastructure 
will also be high. The effort to utilize natural gas resources 
will similarly receive renewed stimulus, as will programs to 
diversify and develop non-petroleum sectors of the economy. 


Investment Pattern Shifting from Basic Infrastructure to Industry: 


Investment in industrial basic services is in high gear throughout 
the UAE. The largest dry dock in the world will open in Dubai in 
1978, with the capacity of handling tankers of up to 500,000 tons. 
Twenty miles to the west, Dubai is constructing a seventy-four 
berth harbor (to be completed in 1981) and industrial zone at 

Jabal Ali. Work has begun on an aluminum smelter and extrusion 
plant. A liquid petroleum gas plant is being built which will 
produce 700,000 tons of LPG and 80 million cu. ft. of natural gas. 
In the discussion stage are plans for a sponge iron and steel 
rolling mill, cable manufacturing plant, fertilizer plant and 
possibly a refinery. Current plans call for the creation of a city 
at Jabal Ali of perhaps ninety thousand people and the construction 
of an airport in the same area. Although not all of these projects 
are likely to be undertaken, new investment at Jabal Ali will 


‘probably exceed $3 billion. In addition to these civil and 


industrial projects, three hospitals are to be designed and built 
in Dubai Emirate in the next two or three years. 


North of Dubai, ports are under construction in Umm Al Qawain, Ras 
Al Khaimah, Khor Fakkan, and Fujairah. Federal infrastructure 
projects also are underway: roads, power station extensions, 
electricity distribution networks, even perhaps another airport 
near Fujairah. Gulf Cement Company, jointly owned by Kuwaitis and 
Ras Al Khaimah, plans to expand its plant to produce a million 
tons a year. 








In the Emirate of Abu Dhabi, major infrastructure projects have 
recently centered on the basic requirements for a modern state. 
Water pipeline and sewage treatment and pumping station contracts 
have been awarded as well as contracts for construction of four 
hospitals totaling 1,674 beds. Continuing port development and 
the construction of a $250 million civil airport will expand 
transportation infrastructure. A military airport near Abu Dhabi 
and a civilian airport in Al-Ain in the interior are currently 
under consideration. 


In addition to demand generated by direct government spending, 

the Abu Dhabi National Oil Company (ADNOC) is a significant source 
of investment demand. The company is the executing agency for a 
major petrochemical industrial complex to be built at Ruwais, 
about 120 miles west of Abu Dhabi. Contracts for a mammoth $1.2 
billion NGL project (scheduled for completion in 1981) were signed 
in April 1977 with Fluor and Bechtel as design, engineering and 
construction managers. It will be the spur for the creation of 

an entirely new city, port and industrial complex. By the end of 
1977 a port should be under construction to bring in construction 
materials at Jabal Dhanna, near Ruwais. The complex is definitely 
scheduled to include a city of between 40,000 and 80,000 
inhabitants whose infrastructure must be built; a 120,000 b/d 
refinery ($600 million ) ; an ammonia/urea fertilizer plant 

($425 million estimate); and a plant to produce chlorine, caustic 
soda and salt ($80 million estimate ). Under consideration for 
future realization are an ethylene cracker and a polyethylene plant. 
Plastics, asphalt, lubricating oils and fiber plant factories are 
also being studied. The overall investment in this area alone 
should exceed $10 billion in the next decade. 


Assuming no dramatic changes in oil prices or production, such a 
program is within easy financial reach of the UAE. However, the 
constraints are not monetary. Such rapid attempted industrial- 
ization without a skilled work force requires the import of 
enormous numbers of skilled and unskilled workers. The potential 
social and political aspects of this influx of foreign labor have 
only recently become matters of serious high level concern in the 
UAE. 


Capital Imports Expected to Rise: 


As large scale development projects at Ruwais and Jabal Ali pass 
from design into the construction phase in the 1977-81 period, 
capital imports should increase dramatically. Government spending 


will continue to fuel aggregate domestic demand not only this year 
but for the foreseeable future. Total government investment for 
social and industrial infrastructure and on industry itself will 
be about $15 billion over the coming five years. 


Imports in 1977 are eee ta to exceed $4 billion (f.o.b. “d with 
perhaps half as capital goods for development coaaeaee bviously, 


import levels of consumer goods will also rise in order to meet 
more sophisticated demands; however, the key to import growth 
will be the capital goods market which has seen its share rise 
from 26% of 1970 imports to 44% in 1976. Japan, the United 
Kingdom, and the U.S. should, in this order, remain the UAE's 
principal suppliers. In 1976, Japan (18%), the U.K. (17%) and 
the U.S. (14%) accounted for about half of UAE imports, and their 
share of the market should not be distinctively different in the 
future being favored by the UAE's increasing purchase of capital 
goods. Dubai, which handled about 71% of the UAE's imports will 
remain the country's principal port of entry. But with the 
growth in port facilities in Abu Dhabi and new roll-on-roll-off 
facilities in Sharjah and Khor Fakkan, imports handled by other 
Emirates will begin to grow and reduce the present ship waiting 
time in Dubai (50 days) and Abu Dhabi (0 days). 


Financial Growth Offsets Banking Sector Problems: 


Even with high import expenditures, the UAE will remain ina 
surplus balance of payments situation. The current account for 
1976 was nearly $5 billion and should rise to $5.5 billion in 
1977. Although official foreign aid was about $1.4 billion in 
1976 and should be maintained at this level in 1977, official 
foreign exchange holdings will continue to rise markedly. 


As expected in a country with a payment surplus, the UAE has 
experienced high rates of monetary growth. Overall domestic 
liquidity will have more than doubled from about $4 billion to 

$9 billion in the 1975-77 period. Inflation is a serious concern. 
Although official statistics are lacking, estimates range between 
25% and 40% yearly for the last two years. 


In this booming atmosphere, the banking sector has been troubled 
due to inadequate regulation, poor management, and over-expansion. 
Competition and an entrepreneurial spirit have encouraged the 

UAE's 56 banks (with more than 300 branches) to extend some 

dubious credits, particularly in real estate, which accounted for 
nearly half of 1976 bank credit. Total outstanding credit extended 








by commercial banks increased 85% in 1976 and at the same rate 

in early 1977. In an attempt to cool down this over-heated 
atmosphere, a moratorium has now been placed on new bank openings 
and a credit squeeze instituted in May is being enforced by new 
management. Despite these difficulties, the UAE financial 
situation and prospects for its banking sector, after a shakedown 
period, are bright. 


Monetary Restraints Add to Construction Industry Gloom: 


Overbuilding and the local credit squeeze have resulted in a sharp 
decrease in new residential and office building construction. 

Rents have begun to level, at least for apartment buildings. Banks 
are now very reluctant to consider real estate loans. Financing 
difficulties have even affected the commercial sector toa 

limited extent. However, it is likely that the UAE's rulers will 
step in, if necessary, to prevent a ripple effect from the 
construction industry spreading to interfere with other sectors! 
growth. 


More Attention to Social Impact of Growth: 


The UAE economic scene in 1977 has changed from former years. 
While oil contributes an estimated 70% of GNP, the economy is 
growing in complexity, as service and construction industries 
have assumed significant dimensions. The economy's dependence on 
imported skilled and unskilled labor is extreme, due toa 
Previously poor educational system and a small indigenous population. 
Private remittances abroad are thought to exceed $400 million a 
year and the value of imported services may approach 25% of the 
value of imported goods. Services are a growth industry in the 
UAE. Sharjah, for example, lacking significant oil income, has 
generated its sizeable growth by focusing on its favorable 
governmental policies towards service industries (including the 
ability of other Arab Nationals to own land) and its potential as 
a regional business center in the Gulf. 


As local leaders gain more Ree Ta See Oe of both the complexity of 
the growth process and the options available, formerly lenient 


credit, banking, and immigration policies are being increasingly 
questioned. The execution of existing ambitious projects is 

visibly straining human and physical, if not financial capacities. 
There is a growing desire, most notably in Abu Dhabi, to consolidate 
and complete the large projects already planned. It exists toa 
lesser extent in Dubai. The other emirates, poorer and seeking 








growth, are still very much expansionist. However, in general 
they lack population, physical resources and money to carry out 
significant projects on their own. 


The trend away from primitive laissez-faire capitalism is only 
beginning, however. The UAE's rulers will remain anxious to 
develop their individual emirates. Competition among the rulers 
will continue to be very strong. But there is growing recognition 
among the national elite that the consequences of an unbridled 
commitment to growth may be unexpected and unwelcome and that 
wealth alone does not ensure wise policies. 


IMPLICATIONS FOR THE UNITED STATES: 


The high surplus balance of payments coupled with ambitious 
technologically-oriented development goals make the UAE an 
attractive market in which to sell U.S. goods and services. 
Emirate decision-makers are well disposed towards American people, 
institutions and products and relations at the personal as well 
as the governmental level are cordial. 


Major Projects Need Expertise and Capital Equipment: 


The execution of major projects in heavy, as well as light, 
industry and in infrastructure completion requires expertise and 
capital goods. The U.S. is in a good competitive position in both 
areas. The most fruitful markets in the next 6-12 months will be 
in design, consulting, construction management, and capital 
equipment sales. Almost 60% of the UAE imports (and 80% of imports 
from the U.S.) are in the SITC categories six and seven. Such 
products as tires; cement; ceramic tiles; steel bars; angles; plate 
and pipe; worked aluminum; the broad range electrical and non- 
electrical machinery; and transport equipment are all in demand 
here. And in these markets U.S. suppliers are well established. 


Other areas in which U.S. business has good possibilities are in 
franchise operations, water resources, industrial, fire and 
highway safety and in home and office furnishings. On the whole, 
exporting to the private sector offers somewhat fewer opportunities 
than specialized services or sales to the government. The 1977 
population of the UAE is about 760,000 consisting of a wide 
variety of nationalities and transient labor. National income has 
risen dramatically but income distribution is heavily skewed in 
favor of the public sector and wealthy Arab families. Demand for 
fashionable clothing, electric appliances, automobiles, food and 
furniture has risen considerably. 
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Upswing Expected in Light Industry: 


The turndown in the construction and real estate sectors is likely 
to presage increased local private interest in alternative 
investments. A probable focus for new private investment will be 
light industry for domestic or Gulf markets. Local investors are 
able to attract government participation or credit facilities and 
will be looking for experienced foreign joint venture partners. 
They will frequently look to the company which manufactures 
specialized equipment to do consultant work and be involved in 
equity and in the management of the plant afterwards. 


Industrial investments are generally government sponsored, since 
rates of return may be marginal given high unit labor costs and 
limited markets. Government programs do exist however to stimulate 
diversified industrial development such as the UAE Development 

Bank (P.O. Box 2449, Abu Dhabi). So far, the bank's loans have 
been mainly for real estate development, including hotels. But 

the decreasing profitability of real estate, coupled with the 
availability of governmental assistance through the Development 
Bank can be expected to attract local investors. 


An additional organization for American businessmen to contact is 
the Abu Dhabi Department of Petroleum and Industry which will 


continue to be the key organisation charged with developing Abu 
Dhabi's industrial diversification program (P.O. Box 9, Abu Dhabi). 
It has attempted to identify potentially viable light industries 

to serve principally the UAE market. Projects likely to be 

examined seriously in the near future are food processing, container 
plants (box and bottle), wire and cable, steel pipe, tire and 
plastics. Other projects are under study. 


Attraction of U.S. Financial and Equity Holdings: 


With its high surplus payments position, limited local absorptive 
capacity and concern increasing about too-rapid growth, the UAE 
should become increasingly receptive to holding external financial 


or equity investments. The choice of nations in which to maintain 
these investments will depend upon comparative inflation and 
currency rate changes. Due to the size of U.S. markets, our 


recent record on inflation, political stability and good bilateral 
relations, UAE authorities have shown themselves quite interested 
in U.S. holdings. Should recent weakening of the dollar continue 
significantly, however, the pattern of their holdings may show a 
reduced propensity to invest in the U.S. 


it 


U.S. Competition in Service Sector Affected by U.S. Tax Legislation: 


Although the UAE is extremely dependent on imported skills and 
labor, and its dependence on the high technological skills which 
the U.S. can best provide will grow markedly in the next few 

years, U.S. firms will find it increasingly hard to compete. All 
major trading nations are now very active competitors for the sale 
of services in the UAE. West European, Japanese, Indian, and 
Korean consulting architects and engineers have become particularly 
aggressive. This competition is sometimes government-assisted 
through export credits linked to architectural and engineering 
firms. U.S. firms however, are denied the same degree of 
government financial assistance. Moreover, the Tax Reform Act of 
1976, which has significantly increased the tax liability for 
Americans working abroad, has raised the cost to a company 
employing Americans in the UAE. American businessmen in the UAE 
have protested the impact of this law and provided many examples 

of how it affects their operations. But decreased competitiveness 
of the U.S. firms in the service sector in the UAE will persist 


as long as the provisions of the current U.S. tax law remain in 
effect. 
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